
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 
ROFESSIONAL CORPORATION 

PHOENIX 

INAL 

MIKE GLEASON 
KRISTIN K. MAYES 
BARRY WONG 

IN THE MATTER OF THE APPLICATION OF 
ARIZONA PUBLIC SERVICE COMPANY FOR 
A HEARING TO D E T E R M N  THE FAIR 
VALUE OF THE UTILITY PROPERTY OF THE 
COMPANY FOR RATEMAKING PURPOSES, 
TO FIX A JUST AND REASONABLE RATE OF 
RETURN THEREON, TO APPROVE RATE 
SCHEDULES DESIGNED TO DEVELOP SUCH 
RETURN, AND TO AMEND DECISION NO. 
67744. 

IN THE MATTER OF THE INQUIRY INTO THE 
FREQUENCY OF UNPLANNED OUTAGES 
DURING 2005 AT PAL0 VERDE NUCLEAR 
GENERATING STATION, THE CAUSES OF 
THE OUTAGES, THE PROCUREMENT OF 
REPLACEMENT POWER AND THE IMPACT 
OF THE OUTAGES ON ARIZONA PUBLIC 
SERVICE COMPANY'S CUSTOMERS. 

IN THE MATTER OF THE AUDIT OF THE 
FUEL AND PURCHASED POWER PRACTICES 
AND COSTS OF THE ARIZONA PUBLIC 
SERVICE COMPANY. 

DOCKET NO. E-01345A-05-08 16 

NOTICE OF FILING OF 
SURREBUTTAL TESTIMONY, 
ATTACHMENTS, AND 
SUMMARY OF KEVIN C. 
HIGGINS ON BEHALF OF 
PHELPS DODGE MINING 
COMPANY AND ARIZONANS 
FOR ELECTRIC CHOICE AND 
COMPETITION 

DOCKET NO. E-01345A-05-0826 

DOCKET NO. E-01345A-05-0827 

Phelps Dodge Mining Company and Arizonans for Electric Choice and 

Competition, through undersigned counsel, hereby provide notice of filing the Surrebuttal 

Testimony, Attachments, and Summary of their witness, Kevin C. Higgins, in the above 

Arizona Corporation Commission 
DOCKETED 

1839026.1/23040.041 1 
SEP 2 7 2006 

DOCKETEL) t3Y 

32% 

A 



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

I 
I 

I 

I 

I 

I 
I 

FENNEMORE CRAIG 
1 %ROFESSIONAL CORPORATION 

PHOENIX 

captioned docket. 

RESPECTFULLY SUBMITTED this 27th day of September 2006. 

FENNEMORE CFWG, P.C. 

Patrick J. Black 
3003 N. Central Avenue, Ste. 2600 
Phoenix, AZ 85012-2913 

Attorneys for Phelps Dodge Mining Company and 
Arizonans for Electric Choice and Competition 

1839026.1/23040.041 2 



5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I 23 

~ 24 

25 

I 26 

, 
I 

I 

I 

I 

ORIGINAL and 17 COPIES of the foregoing 
FILED this 27* day of September 2006 with: 

Docket Control 
AFUZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

COPIES HAND-DELIVERED this 
27fh day of September 2006 to: 

JEFF HATCH-MILLER, Chairman 
Arizona Corporation commission 
1200 West Washington 
Phoenix, Arizona 85007 

Dean Miller 
Advisor to Chairman Jeff Hatch-Miller 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

WILLIAM A. MUNDELL, Commissioner 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Adam Stafford 
Advisor to Commissioner William A. Mundell 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

MIKE GLEASON, Commissioner 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Ken Rozen 
Advisor to Commissioner Mike Gleason 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

KRISTIN K. MAYES, Commissioner 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

1839026.1/23040.041 3 



I 4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG I 'ROPESPIONAL C O R P O R A T K  
PHOENIX 

Matt Derr 
Advisor to Commissioner Kristin K. Mayes 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

BARRY WONG , Commissioner 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Eric Grosneger 
Advisor to Commissioner Barry Wong 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Christopher Kempley, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPIl$S HAND-DELIVERED AND E-MAILED 
this 27"' day of September 2006 to: 

Lyn Farmer 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 
lfarmer@,azcc.gov - 

COPIES Hand-DeliyeredMailed 
or E-Mailed this 27"' day of September 2006 to: 

Thomas L. Mumaw 
Karilee S. Ramaley 
Pinnacle West Capital Corporation 
P.O. Box 53999, MS 8695 
Phoenix, AZ 85072-3999 
thomas.mumaw@,pinnaclewest.com 

1839026.1/23040.041 4 

mailto:lfarmer@,azcc.gov
mailto:thomas.mumaw@,pinnaclewest.com


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 

PHOENIX 
'ROPESSIONAL COR?ORATION 

-and- 

Deborah R. Scott 
Kimberly A. Grouse 
Snell & Wilmer 
One Arizona Center 
400 E. Van Buren Street 
Phoenix, AZ 85004-2202 
drscott@,swlaw.com 
Attorneys for Arizona Public Service Company 

Jana Van Ness 
Arizona PubJic Service Company 
400 North 5 Street, MS 8695 
Phoenix, Arizona 85004 

Brian Brumfield 
Supervisor of Regulatory Affairs 
Arizona Public Service Company 
Mail Station 9708 
P.O. Box 53999 
Phoenix, Arizona 85072-3999 

Timothy M. Hogan 
Arizona Center for Law 

in the Public Interest 
202 East McDowell Rd., Ste. 153 
Phoenix. Arizona 85004 
thogan@,aclpi. org 
Attorneys for Southwest Energy EfJiciency Project 

and Western Resource Advocates 

Michael W. Patten 
Roshka, DeWulf & Patten 
One Arizona Center 
400 East Van Buren St., Ste. 800 
Phoenix, Arizona 85004-3906 
rnpatten@,rdp- - - -  1aw.com 

Walter Meek 
Arizona Utility Investors Association 
2100 North Central Ave., Ste. 210 
Phoenix, Arizona 85004 

Scott Wakefield 
RUCO 
11 10 West Washington St., Ste. 220 
Phoenix, Arizona 85007 

1839026.1/23040.041 5 

mailto:drscott@,swlaw.com


I 5 

I 6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

I 

Dan Austin 
Comverge, Inc. 
6509 West Frye Rd., Ste. 4 
Chandler, Arizona 85226 

Jim Nelson 
1262 1 North 17* Place 
Phoenix, Arizona 85022 

Bill Murphy 
Murphy ConsuJtting 
5401 North 25 Street 
Phoenix, Arizona 850 16 

Douglas V. Fant 
3655 West Anthem Way 
Suite A-109 
PMB 411 
Anthem, Arizona 85086 

Michelle Livengood 
UniSource Energy Services 
One South Church St., Ste. 200 
Tucson, Arizona 85702 

Tracy Spoon 
Sun City Taxpayeis Association 
12630 North 103' Ave., Ste. 144 
Sun City, Arizona 8535 1 

Michael L. Kurtz 
Kurt J. Boehm 
Boehm, Kurtz & Lowry 
36 East Seventh St., Ste. 15 10 
Cincinnati, Ohio 45202 
Attorneys for The Kroger Co. 

Donna Bronski 
Deputy City Attorney 
3939 Drinkwater Blvd. 
Scottsdale, Arizona 8525 1 

Robert W. Geake 
Arizona Water Company 
P.O. Box 29006 
Phoenix, Arizona 85038-9006 

1839026.1/23040.041 6 



1 

2 

3 

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

24 

26 

FENNEMORE CRAIG 
P R O F E S S I O N A L  CORPORATION 

P H O E N I X  

Lieutenant Colonel Karen S. White 
Chief, Air Force Utility Litigation Team 

139 Barnes Drive 
Tyndall AFB, Florida 32403 

Lawrence Robertson, Jr. 
Munger Chadwick 
P.O. Box 1448 
Tubac, Arizona 85646 
Attorneys for Mesquite Power, LLC 

AFLSNJACL-ULT 

Southwestern Power Group, Il, LLC, and 
Bowie Power Station, LLC 

George Bien- yillner 
3641 North 39 Ave. 
Phoenix, Arizona 85034 

Amanda Ormond 
Intenvest Energy Alliance 
7650 South McClintock, Ste. 103-282 
Tempe, Arizona 85284 

Greg Patterson 
916 West Adams - 3 
Phoenix, Arizona 85007 

Sean Seitz 
3008 North Civic Center Plaza 
Scottsdale, Arizona 8525 1 
sean@,americanpv.com 
Attorneys for Arizona Solar Energy Industries Association 

Kenneth R. Saline 
K. R. Saline & Associates, PLC 
160 North Pasadena - 10 1 
Mesa, Arizona 85201 

Jay I. Moyes 
Moyes Storey 
1850 North Central Ave. - 1 100 
Phoenix, Arizona 85004 

Andrew W. Bettwy 
Karen S. Haller 
Debra S. Jacobson 
Legal Affairs Department 
Southwest Gas Corporation 
524 1 Spring Mountain Rd. 
Las Vegas, Nevada 98 150 

1839026.1/23040.041 7 

mailto:sean@,americanpv.com


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE CRAIG 
'ROFESIIONAL CORPORATION 

P H O l N l X  

Tammie Woody 
10825 W. L a m e  Lane 
Peoria, Arizona 85345 

David Kennedy 
8 18 East Osbome Road, Ste. 103 
Phoenix, Arizona 85014 
Attorney for Arizona Interfaith Coalition on Energy 

Joseph Knauer, President 
Jewish Community of Sedona 
100 Meadowlark Drive 
P. 0. Box 10242 
Sedona, Arizona 86339 

h 

8 



1 

2 

3 
4 
5 
6 
7 
8 
9 

I O  
1 1  
12 
13 
14 

15 

16 

17 

1s 

19 

20 

21 

22 

23 

24 

25 

26 

27 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION ) 

COMPANY FOR A HEARING TO 
DETERMINE THE FAIR VALUE OF THE ) 
UTILITY PROPERTY FOR RATEMAKING ) 

OF ARIZONA PUBLIC SERVICE ) 
) 

PURPOSES, TO FIX A JUST AND ) 
REASONABLE RATE OF RETURN ) 
THEREON, TO APPROVE RATE 1 

SUCH RETURN, AND TO AMEND 1 
DECISION NO. 67744 1 

Docket No. E-01345A-05-0816 

SCHEDULES DESIGNED TO DEVELOP ) 

Summary of the 

Surrebuttal Testimony of Kevin C. Higgins 

on behalf of 

Phelps Dodge Mining Company and 

Arizonans for Electric Choice and Competition 

September 27,2006 



1 

2 

3 

4 

5 

6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

I 38 
39 
40 
41 

I 

I 

, 
I 

I 

SUMMARY 

SURREBUTTAL TESTIMONY OF KEVIN C. HIGGINS 

In my surrebuttal testimony I offer the following conclusions and 

recommendations: 

(1) Witness Stephen J. Baron for The Kroger Co. (“Kroger”) is correct in 
asserting that APS over-allocated transmission costs to General Service 
customers, because the Company unreasonably allocated transmission costs based 
on energy. In response to Mr. Baron’s point, I have revised the cost-of-service, 
rate spread, and transmission rate design results presented in my direct testimony 
to more appropriately reflect the allocation of transmission costs on a 4-CP basis. 

(2) I recommend against adoption of the Peak and Average production cost 
allocation method proposed by Staff, and support the continued application of the 
4-CP approach proposed by APS. However, if the Commission orders that an 
energy-weighted method be used to allocate fixed production costs, then I 
recommend that the Average and Excess Demand method be used instead of the 
Peak and Average approach, because the former avoids the analytical 
shortcomings of the latter. 

(3) With respect to General Service rate design: 

(a) I continue to urge rejection of APS’s proposed weighting of demand-related 
charges and energy charges, which is strongly biased to the disadvantage of 
higher-load-factor customers; 

(b) I support adoption of Mr. Baron’s proposal for Rate E-32 in which the “first 
100 kW’ and “all additional kW’ of delivery charge would receive the same 
percentage increase; and 

(c) I support adoption of the proposal by Federal Executive Agencies (“FEN’) 
witness Dennis W. Goins to increase the Rate E-34 voltage discounts to more 
fully reflect cost-of-service differences between primary and secondary 
service. 

(4) I support adoption of the proportionate increase in the Environmental Portfolio 
Surcharge rates and caps recommended by Staff witness Barbara Keene. 

(5) After review of APS’s rebuttal testimony, I continue to support the 
adjustments to revenue requirements offered in my direct testimony. 



I .  

1 
2 
3 

(6) Staffs proposal for a prospective PSA Adjustor creates some serious 
concerns, and I recommend that the Commission be very cautious in considering 
Staffs proposed change to the PSA mechanism. 
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1 SURREBUTTAL TESTIMONY OF KEVIN C. HIGGINS 

2 

3 I. 

4 Q- 

5 A. 

6 

7 Q* 

8 A. 

9 

10 

11 Q. 

12 A. 

13 

14 

15 

16 Q. 

17 

18 

19 A. 

20 Q. 

21 A. 

22 

23 

Introduction 

Please state your name and business address. 

Kevin C. Higgins, 2 15 South State Street, Suite 200, Salt Lake City, Utah, 

841 11. 

By whom are you employed and in what capacity? 

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies 

is a private consulting firm specializing in economic and policy analysis 

applicable to energy production, transportation, and consumption. 

On whose behalf are you testifying in this proceeding? 

My testimony is being sponsored by Phelps Dodge Mining Company 

(“Phelps Dodge”) and Arizonans for Electric Choice and Competition (“AECC”). 

AECC is a business coalition that advocates on behalf of retail electric customers 

in Arizona. 

Are you the same Kevin C. Higgins who submitted direct testimony on behalf 

of Phelps Dodge and AECC with respect to Revenue Requirements and Cost- 

of-Service / Rate Spread / Rate Design? 

Yes, I am. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony responds to issues raised by parties in direct 

testimony filed on September 1, 2006 addressing non-revenue-requirements 

issues, and to issues raised in APS’s rebuttal testimony filed on September 15, 
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2006. With respect to the later, I do not respond here to each instance in which 

APS has disagreed with my direct testimony, in order to avoid restating my direct 

testimony. Consequently, absence of a surrebuttal response here should not be 

taken as acceptance of the Company’s rebuttal argument; to the contrary, it should 

be taken as an indication that I continue to adhere to the positions expressed in my 

direct testimony. 

In addition, I present corrections to three numbers that appear in 

attachments filed with my direct testimony. These corrections do not affect the 

conclusions or recommendations in my direct testimony. 

What conclusions and recommendations do you offer as part of your 

surrebuttal testimony? 

I offer the following conclusions and recommendations: 

(1) Witness Stephen J. Baron for The Kroger Co. (“Kroger”) is correct in 
asserting that APS over-allocated transmission costs to General Service 
customers, because the Company unreasonably allocated transmission costs based 
on energy. In response to Mr. Baron’s point, I have revised the cost-of-service, 
rate spread, and transmission rate design results presented in my direct testimony 
to more appropriately reflect the allocation of transmission costs on a 4-CP basis. 

(2) I recommend against adoption of the Peak and Average production cost 
allocation method proposed by Staff, and support the continued application of the 
4-CP approach proposed by APS. However, if the Commission orders that an 
energy-weighted method be used to allocate fixed production costs, then I 
recommend that the Average and Excess Demand method be used instead of the 
Peak and Average approach, because the former avoids the analytical 
shortcomings of the latter. 

(3) With respect to General Service rate design: 

(a) I continue to urge rejection of APS’s proposed weighting of demand-related 
charges and energy charges, which is strongly biased to the disadvantage of 
higher-load-factor customers; 
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(b) I support adoption of Mr. Baron’s proposal for Rate E-32 in which the “first 
100 k W  and “all additional kW’ of delivery charge would receive the same 
percentage increase; and 

(c) I support adoption of the proposal by Federal Executive Agencies (“FEA”) 
witness Dennis W. Goins to increase the Rate E-34 voltage discounts to more 
hlly reflect cost-of-service differences between primary and secondary 
service. 

(4) I support adoption of the proportionate increase in the Environmental Portfolio 
Surcharge rates and caps recommended by Staff witness Barbara Keene. 

(5) After review of APS’s rebuttal testimony, I continue to support the 
adjustments to revenue requirements offered in my direct testimony. 

(6)  Staffs proposal for a prospective PSA Adjustor creates some serious 
concerns, and I recommend that the Commission be very cautious in considering 
Staffs proposed change to the PSA mechanism. 

Transmission Cost Allocation and Rate Design 

In his direct testimony, Kroger witness Stephen J. Baron testifies that APS 

over-allocated transmission costs to General Service customers. What is your 

assessment of Mr. Baron’s statement? 

Mr. Baron is correct. Although APS had described its transmission 

allocation as being based on a 4-CP method, upon closer inspection of the 

allocation formulas, it is clear that the Company actually allocated transmission 

costs to customer classes based on energy. In my opinion, this approach is not 

reasonable. Transmission costs are largely, if not entirely, demand-related, and 

thus, are more properly allocated on a demand basis. Consequently, APS’s 

transmission costs are not properly allocated to the customer classes. 

In my direct testimony, I recommended that for most customers with 

demand meters (e.g., Rates E-32 [> 20 kW], E-34, E-35), the transmission 
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revenue requirement should be recovered exclusively through a demand charge 

instead of an energy charge. Also, as part of my direct testimony, I calculated 

demand charges for Rates E-32, E-34 , and E-35 based on APS’s allocation of 

transmission costs, which I presented in Attachment KCH-7. * However, because, 

as Mr. Baron points out, APS over-allocated transmission costs to General 

Service customers, it is necessary for me to revise the calculations in Attachment 

KCH-7 to correct for this problem. This revision is presented in Attachment 

KCH- 1 SR. 

For the same reason, it is also necessary for me to revise the cost-of- 

service and rate spread results presented in my direct testimony to reflect the 

allocation of transmission costs on a 4-CP basis. These cost-of-service and rate 

spread revisions are presented in Attachments KCH-2SR and KCH-3SR, 

respectively, and are summarized in Tables KCH-1 SR and KCH-2SR7 below. For 

ease of exposition, the tables below include a side-by-side comparison of the cost- 

of-service results and rate spread recommendations from my direct testimony, 

which reflects APS’s allocation of transmission costs on an energy basis. 

I note that the kW-billing determinant for E-32 in Attachment KCH-7 contains a transcription error. This 
also causes an error in the E-32 kW charge in that attachment. These corrections are addressed at the end of 
this surrebuttal testimony. 

1 

4 



1 Table KCH-1SR 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 

AECC Cost-of-Service Results 
Transmission Allocated on an Energy Basis vs 4-CP Basis 

Rate Change Based Rate Change Based 
Class on AECC COS on AECC COS 

Transmission allocated using Energy Transmission allocated using 4-CP 

Residential 
General Service 

E-32 
E-34 
E-3 5 

Water Pumping 
Street Lighting 
Dusk-to-Dawn 

2 8.74% 

12.14% 
13.19% 

21.60% 
18.72% 
(2.82)% 
3 5.1 6% 
14.53% 

29.23% 
12.80% 
12.1 1% 
19.98% 
15.1 1% 
(6.94)% 
31.17% 
12.60% 

Total 21.14% 21.14% 

* Source: AECC Attachment KCH-5. 
Source: AECC Attachment KCH-2SR. 
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Table KCH-2SR 

AECC Recommended Rate Spread 
Transmission Allocated on an Energy Basis vs 4-CP Basis 

Calculated at APS’s Requested Revenue Requirement 

AECC Proposed 

Transmission allocated using Energy 
Class Rate Change4 

Residential 
General Service 

E-32 
E-34 
E-3 5 

Water Pumping 
Street Lighting 
Dusk-to-Dawn 

24.94% 
17.34% 
16.97% 
2 1.60% 
18.72% 
2.01% 

24.94% 
19.36% 

Total 21.14% 

AECC Proposed 
Rate Change 

Transmission allocated using 4-CP 

25.18% 
17.13% 
17.13% 
19.98% 
15.1 1% 

25.18% 
17.62% 

O.OO%(j 

21.14% 

As can be seen in the preceding tables, properly allocating transmission 

costs on a 4-CP basis results in a small increase in cost responsibility for 

Residential customers: and a more substantial relative decrease in cost 

responsibility for Rates E-34, E-35, as well as those customer classes that 

primarily use the system during off-peak periods. 

Production Cost-of-Service Methodolow 

What method has Staff recommended for production cost-of-service? 

Source: AECC Attachment KCH-6. 
Source: AECC Attachment KCH3SR. 
I have added a constraint to my rate spread proposal that precludes providing a rate decrease to any 

customer class in this proceeding. Thus, Water Pumping would receive a 0% rate change, instead of a rate 
reduction. ’ The Residential Transmission Charge would increase from 4.76 millskWh to 5.07 millskWh, but the net 
increase to Residential would be half that amount due to rate spread mitigation. 
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23 

As described in the direct testimony of Staff witness Michael L. Brosch, 

Staff is recommending adoption of the “Peak and Average” methodology to 

allocate fixed production cost to customer classes. 

What is the “Peak and Average” method? 

The Peak and Average method is classified in the NARUC Cost 

Allocation Manual as a “Judgmental Energy Weighting” approach. According to 

this method, fixed production cost is allocated based on a combination of each 

class’s share of coincident peak demand, as well as each class’s share of energy 

usage. In applying this method, class energy consumption is typicalIy expressed 

as “average demand,” which gives rise to the term “Peak and Average.” (Average 

demand is simply annual energy divided by the number of hours in the year.) 

How does the Peak and Average method differ from the approach used by 

APS? 

APS uses the Four Coincident Peak (“4-CY’) method to allocate fixed 

production cost. According to this method, fixed production costs are allocated on 

the basis of each class’s share of coincident peak demand during the four greatest 

peak-demand months, which in the case of APS are June through September. In 

contrast, the Peak and Average method combines a CP allocation with an energy 

(or “average demand”) allocation. In the specific case of Staffs proposal, fixed 

production costs are allocated using a combination of 4-CP and average demand. 

What rationale is offered by Mr. Brosch in proposing this method? 

Although Mr. Brosch states that the 4-CP allocations performed by APS 

were generally reasonable and are comparable to the allocation methodologies 
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A. 

previously employed in APS general rate case proceedings, he goes on to state 

that Staff believes the Company’s cost-of-service study should utilize an energy- 

weighted allocation approach in order to reflect the use of production facilities 

throughout the year. The Peak and Average study prepared by Mr. Brosch is 

Staffs attempt to incorporate an energy-weighting into the allocation of fixed 

production costs. 

In your direct testimony, do you address APS’s use of the 4-CP method? 

Yes, given APS’s load characteristics, I support APS’s use of the 4-CP 

method for allocating fixed production costs. 

Do the witnesses sponsored by other intervening parties address APS’s use of 

the 4-CP method? 

Yes. Both Mr. Baron for Kroger and Dr. Goins for the FEA testified in 

support of the 4-CP method. 

Do you agree with Staff’s proposal to use a Peak and Average approach 

instead of the 4-CP method? 

No, I do not. The average peak demand during APS’s four summer peak 

months is over 50 percent higher than the average peak demand in the remaining 

eight months, and the new capacity being added to APS’s system is driven by 

APS’s growing summer demands. The Peak and Average method attempts to shift 

cost responsibility for these capacity requirements by allocating fixed production 

costs on an energy basis, placing more of the cost burden on higher-load factor 

customers who use energy at a relatively constant level throughout the year, rather 

8 
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than those classes whose summer usage is driving the Company’s need for 

production capacity . 

Moreover, if the intention of Staff is to allocate a portion of fixed 

production costs on an energy basis, then there are approaches that are 

conceptually superior to the Peak and Average method. 

Please elaborate on this latter point. 

The Peak and Average method is conceptually flawed in that average 

demand is already incIuded in peak demand and is thus counted twice in the 

allocation of costs. This double-counting contributes to the bias against higher- 

load-factor customers inherent in this method. 

In contrast, an analytically-superior methodology that incorporates an 

energy weighting in the allocation of fixed production costs is the “Average and 

Excess Demand” method. This method is described at length in the NARUC Cost 

Allocation Manual and is used by both Salt River Project and Public Service 

Company of Colorado. The “Average and Excess Demand” method avoids 

double-counting by allocating costs based on a combination of average demand 

17 

18 

19 

20 periods. 

21 Q. 

22 Demand approach? 

and the excess of class non-coincident peak over average demand. This method 

meets Staffs stated objectives of using an energy weighting and allocates a share 

of fixed production costs to the classes using the system solely during off-peak 

Have you prepared a cost-of-service analysis using the Average and Excess 
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Q. 

A. 

Q. 

A. 

Yes, I have. The results are presented in Attachment KCH-4SR. These 

results also include the hourly allocation of fuel and purchased power costs 

described in my direct testimony and the allocation of transmission costs on a 4- 

CP basis as described above. 

Are you recommending the use of the Average and Excess Demand method 

in lieu of the 4-CP method for allocating fixed production costs? 

No, I am not. However, if the Commission orders that an energy-weighted 

method be used to allocate fixed production costs, then I recommend that the 

Average and Excess Demand method be used instead of the Peak and Average 

approach. 

If an energy-weighted approach is adopted by the Commission for the 

allocation of fixed production costs, should the Commission also adopt the 

recommendation in your direct testimony to allocate fuel and purchased 

power costs using hourly cost information? 

Yes, absolutely. The reasons presented in my direct testimony for using 

an hourly allocation of fuel and purchased power costs remain just as compelling 

if an energy-weighted approach to fixed-production costs is adopted by the 

Commission. 

IV. General Service Rate Design 

Q. Do you have any comments on the testimony addressing General Service rate 

design that was filed by other parties? 
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Yes. In our respective direct testimonies, both Mr. Baron and I pointed 

out that APS’s proposed rate design would negatively impact high-load-factor 

customers. This negative impact would result from APS’s proposal to levy a 

much greater proportion of its requested generation rate increase on the energy 

charge relative to the demand-related charges. For example, APS proposes that 

the generation demand charge for Rate E-34 be increased 11 percent and that the 

generation energy charge be increased by 53 percent. The negative impact of the 

Company’s proposed design on higher-load-factor customers is evident in APS’s 

Schedule H-4, excerpts of which are reproduced in Table KCH-3SR, below. 

Table KCH3SR 

Impact of APS Proposed Rate Design on General Service Customers 
Differentiated by Load Factor 

APS Proposed 
Customer Size Load Factor Rate Change 

E-32 200 kW 15% 15.1% (W) 18.0% (S) 
E-32 200 kW 45% 20.0% (W) 24.1% (S) 
E-32 200 kW 75% 24.1% (W) 28.6% (S) 

E-34 5000 kW 20% 17.6% 
E-34 5000 kW 40% 22.7% 
E-34 5000 kW 75% 27.8% 

E-3 5 5000 kW 20% 21.1% 
E-3 5 5000 kW 40% 24.1 % 
E-35 5000 kW 75% 27.3% 

Table KCH-3SR shows that APS’s proposed rate design would raise rates 

for higher load-factor customers by as much as 10 percentage points higher than 

lower-load-factor customers of the same size. The proposal I advanced, as well as 

the ones advanced by Mr. Baron, would remedy this bias. Mr. Baron’s 
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Q* 

A. 

recommendation is limited to Rate E-32. My recommendation is applicable to the 

generation rate for Rates E-32, E-34, and E-35. The thrust of our 

recommendations is similar: remove the bias against high-load-factor customers 

in APS’s proposal because such a bias is not supported by the Company’s own 

cost-of-service analysis. 

In the Company’s rebuttal testimony, the rate design proposals made by 

Mr. Baron and myself are characterized as being adverse to low-load-factor 

customers. A better characterization of our proposals is that they would neutralize 

the negative impact on higher-load-factor customers in the Company’s proposal. 

Equally weighting demand and energy rate components, as I am recommending, 

is clearly neutral with respect to load factor. 

On page 17 of her direct testimony, Staff witness Erinn Andreasen 

recommends that the demand rates for Rate E-32 not be increased 

significantly beyond the levels proposed by APS in this proceeding. Do you 

wish to respond? 

Yes. Subject to one exception and two qualifications, I do not object to 

Ms. Andreasen’s recommendation. The exception is that the transmission charge 

for all demand-billed general service customers (except partial requirements) 

should be converted from an energy charge to a demand charge, as discussed in 

my direct testimony. Because of the need to correctly design the transmission 

charge, the limitation on the Rate E-32 demand charge proposed by Staff should 

not apply to the transmission portion of the rate. 
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A. 
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Please address the qualifications that accompany your support for Staff’s 

recommendations for the design of Rate E-32. 

The first qualification regarding my support for Staffs recommendation 

pertains to the design of the delivery charge. As Mr. Baron correctly notes, the 

Rate E-32 Delivery Charge increase proposed by APS for the first 100 kW of 

demand is, inexplicably, lower than the proposed increase for all additional kW. 

M i .  Baron proposes that the “first 100 kW’ and “all additional kW’ receive the 

same percentage increase. I support this modification. Mr. Baron’s proposal does 

not change the total demand charge to Rate E-32 - it just spreads the demand 

charge increase on a more even and equitable basis. Presumably this adjustment 

would not violate Staffs recommendation. 

The second qualification pertains to my recommendation to increase, on 

an equal-percentage-basis, the first energy block and the energy tailblock in the 

Rate E-32 generation rate. My proposal affects the demand-related charges in the 

first energy block (i.e., the portion of the first energy block intended to recover 

demand-related costs), but does not impact the Rate E-32 demand charge itself. 

To the extent that Staffs recommendation is directed to the Rate E-32 demand 

charpe, my proposal with respect to Rate E-32 generation rates is consistent with 

Staffs recommendation. 

Do you have any other observations with respect to General Service rate 

design issues? 

Yes. On pages 16 through 17 of his direct testimony, FEA witness Dennis 

W. Goins addresses the fact that APS’s proposed voltage discounts for Rate E-34 
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Q* 

A. 

Q. 

A. 

is not fully reflective of costs. Dr. Goins recommends that the Rate E-34 voltage 

discounts should be increased to more fully reflect cost-of-service differences 

between primary and secondary service. I concur with Dr. Goins’ assessment and 

support his recommendation. 

Have you reviewed the rate design testimony of DEAA witness William J. 

Murphy? 

Yes, I have. 

Do you have any response to Mr. Murphy’s testimony? 

Yes. Mr. Murphy’s testimony is directed primarily to Rate 32-R, which is 

applicable to Partial Requirements service, i.e., customers with on-site generation. 

I do not disagree with designing rates for partial requirements service in a manner 

that takes into account the special characteristics of partial requirements 

customers. In fact, I have proposed an exception for partial requirements service 

in my recommended transmission charge design. To the extent that Mr. Murphy’s 

rate design objectives are limited to partial requirements rate schedules I do not 

offer any objections to them. However, I would strongly object if Mr. Murphy’s 

rate design preferences were applied to Rate 32, which is applicable to the large 

majority of General Service customers. Shifting cost responsibility from the 

demand-related charges to the energy charges for Rate E-32 customers would 

result in an increased subsidy from higher-load-factor customers to lower-load- 

factor customers. Such an increased subsidy would be inequitable and 

unreasonable. 
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Environmental Portfolio Surcharpe (“EPS”) 

Have you reviewed the proposal by Staff witness Barbara Keene to increase 

the EPS adjustor rate and caps to allow for more funding of the EPS Credit 

Purchase Program? 

Yes, I have. Staff is recommending that the EPS surcharge rate and caps 

be increased proportionately to fund the additional $4.25 million EPS revenue 

requirement approved for APS in Decision No. 68668. 

What is your assessment of Staff‘s recommendation? 

Staffs recommendation for a proportional increase in the surcharge rates 

and caps is consistent with the terms of the settlement agreement approved in 

Decision No. 67744 and I support its adoption. 

Fuel Expense 

In his rebuttal testimony, APS witness Peter Ewen objects to your 

recommendation to reduce APS’s fuel expense by $67 million. Do you wish to 

respond? 

Yes. In the Company’s rebuttal testimony filed in the Interim proceeding, 

APS acknowledged that fuel and purchased power costs had declined by about 

one-third relative to the November 30,2005 forward prices that are the basis for 

the fuel expense used by APS in its direct case in this general rate proceeding. In 

his rebuttal testimony filed in the Interim docket on March 13,2006, Company 

witness Peter Ewen stated that the Company’s fuel-related expense in the general 

rate case filing would decline by $67 million if February 28,2006 prices held. In 
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my direct testimony in this proceeding, I testified that as these prices have 

generally held during the subsequent months (citing prices as of June 30,2006) 

the $67 million reduction in fuel expense should be adopted. 

In his rebuttal testimony in this proceeding, Mr. Ewen has reversed his 

stated expectation that a $67 million fuel expense reduction would be forthcoming 

based on February 28 prices, and instead is recommending a $32 million increase 

in fuel expense relative to the Company’s initial filing. Mr. Ewen objects to my 

recommendation to adopt the $67 million reduction indicated in the Interim 

proceeding, asserting that the price of natural gas had risen by more than $1 .OO by 

July 3 1,2006 relative to the mid-year forward price on June 30,2006, cited in my 

testimony. He takes the position that fuel expense should be based on more recent 

forward prices. 

In that regard, I note that the most recent forward prices -those available 

on September 25,2006 - indicate that forward gas prices have, in fact, fallen 

significantly relative to the June 30,2006 prices cited in my testimony. This 

information is presented in Table KCH-4SR, below. 
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Table KCH-4R 
12-Month Forward Price of Natural Gas 

S/MMBtu 

Term NYMEX SanJuan Permian Basin 

11-30-05 Jan 06 - Dec 06 $1 1.066 $9.522 $9.787 
2-28-06 Apr 06 - Mar 07 $ 8.312 $6.538 $6.943 
6-30-06 Aug 06 - JulO7 $ 8.451 $6.967 $7.285 
9-25-06 Oct06-Sep08 $ 6.958 $5.928 $6.156 

On September 25, the twelve-month forward price for Permian Basin gas 

stood at $6.156/mmbtu, 1 1 percent lower than the twelve-month forward price on 

February 28, and 37 percent lower than the price on November 30,2005. 

Comparable reductions have occurred with respect to San Juan gas prices. Yet 

APS is attempting to increase the fuel expense relative to its November 30,2005 

calculation. 

As the most recent fuel prices are significantly below the February 28 

levels that formed the basis for APS’s prior indications that fuel expense would be 

reduced from its initial filing, and consequently, are even further below the 

November 30,2005 levels upon which APS based its initial fuel expense 

projections, I see no reason to change my recommendation to reduce APS’s fuel 

expense by $67 million. 

PWEC-Related Costs 

In her rebuttal testimony, APS witness Laura Rockenberger reduces PWEC- 

related expense by $5.1 million, but objects to your recommendation to 

reduce A&G expenses associated with PWEC units by $11.7 million, which is 
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to the level of A&G expense indicated in the prior rate case. Do you wish to 

respond? 

Yes. I continue to recommend that for the purpose of this proceeding, the 

A&G and O&M expense allowed for the PWEC units should be based on the 

levels represented to the parties to the 2004 Settlement Agreement and the 

Commission when the benefits of including the PWEC units in rate base was 

being advanced by APS. This adjustment is not “arbitrary”, as Ms. Rockenberger 

states. To the contrary, it is sound policy and follow-through to insist that the 

benefits to customers not be eroded in this proceeding by escalating the allowed 

A&G and O&M costs above the levels depicted by APS when APS was 

persuading the parties and the Commission that the PWEC units should be 

included in rate base. 

As I indicated in my direct testimony, maintaining consistency between 

the PWEC costs depicted in the prior proceeding and those allowed in this 

proceeding does not mean that PWEC-related costs should be permanently capped 

at these levels. This rate proceeding is following relatively close in time to the 

decision that allowed the PWEC units into rate base. It is reasonable, at this time, 

to limit the O&M and A&G expense for these units at the amounts indicated by 

APS in the prior rate proceeding. 
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1 VIII. Prospective PSA Adiustor 

2 Q. 

3 

4 direct testimony? 

5 A. Yes, I have. 

6 Q. What is your assessment of that proposal? 

Have you reviewed the proposal for a prospective PSA Adjustor 

recommended by Staff witness John Antonuk on pages 33 through 42 of his 

7 A. 

8 

9 

10 

The specifics of the proposal are not entirely clear to me. However, on 

pages 8 through 9 of his rebuttal testimony, APS witness Donald G. Robinson has 

attempted to elaborate on how Staffs proposal would work. Based on my review 

of Mr. Antonuk’s testimony and Mr. Robinson’s discussion of it, I have two 

11 

12 

13 Q. 

14 A. 

15 

serious concerns with the proposal and recommend that the Commission proceed 

cautiously with respect to it. 

Please describe your concerns with the Prospective PSA Adjustor proposal. 

First, I agree with Mr. Robinson’s statement that Staffs proposal is a 

dramatic change to the current form of the PSA Adjustor.* As the current PSA 

16 was negotiated as a package, and was intended to be in place for at least five 

17 

18 

years, I have serious concerns with making changes to the design of the 

mechanism before the five-year implementation period has run its course. 

19 My second concern is that changing the mechanism from a retrospective 

20 calculation to a prospective calculation appears to require a “doubling up” of the 

21 

i 
~ 22 

adjustor in the coming year. That is, customers would be asked to pay both the 

original adjustor and the prospective adjustor simultaneously, as described on 

Rebuttal testimony of Donald G. Robinson, p. 3, lines 3-4. 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

page 9 of Mr. Robinson’s rebuttal testimony (see items 2 and 3 in Mr. Robinson’s 

testimony). The rate impact on customers resulting from this overlapping payment 

should be considered before action is taken on this proposal. 

Corrections 

Q. Please describe the corrections to exhibits to your direct testimony. 

A. It is necessary for me to correct three numbers that appeared in exhibits in 

my direct testimony. These corrections do not affect the conclusions or 

recommendations in my direct testimony. 

The first corrections are in Attachment KCH-7. Due to a transcription 

error, I entered an incorrect billing determinant for Rate E-32 billing demand of 

24,696,457 kW. The correct billing demand is 25,196,428 kW. This, in hull, 

impacted the calculation of the Proposed Transmission Charge for Rate E-32 in 

that attachment. Instead of $1.826 per kW-month, the correct charge should have 

read $1.790 per kW-month. I note, however, that in this surrebuttal testimony I 

have re-calculated the appropriate transmission charge for Rate E-32 using a 4-CP 

cost allocation for transmission service. Consequently, I view the proposed 

transmission charges in Attachment KCH-7 to be superseded by the proposed 

charges in Attachment KCH-1 SR. Nevertheless, I wish to make these corrections 

to Attachment KCH-7 to ensure an accurate record. The corrected attachment is 

designated as Attachment KCH-7 (Revised). 

The other correction applies to Attachment KCH-5, page 2. Due to a 

formula error that double-counted the megawatts-hours for Rate E-32 in the 

20 



summary, the ACC Total Energy Use at the Meter is incorrectly shown as 

36,923,342 MWH. The correct amount is 26,148,942 MWH. This value was 

presented for summary purposes only, and consequently, did not affect any of the 

calculations in my attachments or workpapers. The corrected page is designated 

as Attachment KCH-5, page 2 (Revised). 

Q. 

A. Yes, it does. 

Does this conclude your surrebuttal testimony? 

183921 8.1/23040.041 
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Attachment KCH-7 (Revised) 
Page 1 of 1 

E-34 

Total 

Derivation of Transmission Demand Charges 

Demand Units' 

2,327,022 

E-32 
General Service 

$6,592,489 

Tota; 

$2.853 

Demand Units (Ove 
20kW)' 

Total 

25,196,428 

2,310,533 

E-35 Demand Units' I 

Transmission Revenues 
(Over 20 kw)' 

~ ~~~ 

$45,092,740 

Proposed 
Transmission Charge 

______ 

$1.790 

$5,757,046 $2.474 I 

Proposed 
Transmission Charge Transmission Revenues' 

1. Source DJR-WP9 


